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DOCKETED 292' 1
\ n

DOCKET NO. W-01445A-02-0619

DECISION NO. 7 0 1 9 1

IN THE MATTER OF THE APPLICATION
OF ARIZONA WATER COMPANY, inc.,
AN ARIZONA CORPORATION, FOR
AUTHORITY TO IMPLEMENT ARSENIC
COST RECOVERY MECHANISM FOR ITS
SAN MANUEL SYSTEM IN ITS EASTERN
GROUP

ORDER

Open Meeting
February 28, 2008
Phoenix, Arizona
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16 BY THE COMMISSION:

17

18 Pursuant to Decision Nos.  66400 and 66849,  Arizona Water  Company ("Company",

19 "Applicant" or "AWC") filed an application on September 4, 2007, with die Arizona Corporation

20 Commission ("Commission") requesting authorization to implement Step One of the Arsenic Cost

21 Recovery Mechanism ("ACRM") for its San Manuel Water System in its Eastern Group.

22 AWC requests a Step-One ACRM surcharge of $4.51 on the monthly customer charge and

23 $0.5026 per 1,000 gallons on the commodity rate for San Manuel. The Company estimates (based

24 on 8,407 gallons used on the 5/8-inch meter), the average residential customer bill would increase

25 by approximately $8.73 from $34.27 to $43.00 (25.5 percent).

26 On January 23, 2001, the Environmental Protection Agency ("EPA") reduced the drinking

27 water maximum contaminant level of arsenic from 50 parts per billion ("ppb") to 10 ppb. All

28
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1 community water systems and non-transient non-community water systems need to comply with

2 the new federal rule by the January 23, 2006 deadline.

In August 2002, AWC filed an application with the Arizona Corporation Commission for a

4 rate increase in its Eastern Division. The rate application included a request for an ACRM for

3

5 AW C 's  E a s te rn  G ro u p  th a t  c o n fo rm s  with  th e  AC R M a u th o riz e d  in  De c is io n  No .  6 6 4 0 0

6

8

10

(Octobe r 14, 2003) for its  Northe rn Group. On Ma rch 19, 2004, the  Commis s ion is s ue d De cis ion

7 No. 66849 a pproving a n ACRM for the  Ea s te rn Group .

On S e pte mbe r 4, 2007, AWC file d a n a pplica tion to imple me nt S te p One  of its  ACRM for

9 its  S a n Ma nue l Wa te r S ys te m. In conformity with De cis ion Nos . 66400 a nd 66849 AWC s e e ks  a

s urcha rge  to  re cove r a  re turn  on its  a rs e nic  re me dia tion inve s tme nt, de pre c ia tion e xpe ns e  a nd

re la te d income  ta xe s . The  Compa ny is  not s e e king re cove ry of ne w or a dditiona l Ope ra ting a nd

12 Ma inte na nce  e xpe ns e s  a t this  time .

1 1

13

14 Authorization for an Arsenic Cost Recovery Mechanism (Decision Nos. 66400 and 66849)

15

16

De c is io n  No s .  6 6 4 0 0  a n d  6 6 8 4 9  c o n d itio n e d  a p p ro va l o f a n  ACRM s u rc h a rg e  o n  th e

following c rite ria :

1.
17

18

AWC s ha ll file  the  s che dule s  to  s how the  a c tua l cos t o f cons truc tion  of a rs e n ic
re la te d  fa c ilitie s  a nd  tha t the  p ro je c te d  ra te  o f re tu rn  with  the  ACRM doe s  no t
e xce e d a uthorize d le ve ls . AWC s ha ll a ls o file  a ny re le va nt da ta  re que s te d by S ta ff
to s upport the AC R M increas e .

19

20
AWC s ha ll file  a  full ra te  a pplica tion no la te r tha n S e pte mbe r 30, 2007, ba s e d on a
2006 te s t yea r.1

2 1

22

23

AWC s ha ll ide ntify a s  a  s e pa ra te  line  ite m on cus tome r bills  the  cha rge s  a ttributa ble
to fe de ra lly ma nda te d a rs e nic re duction cos ts . At le a s t four time s  a nnua lly, the  bills
s ha ll inc lude  in  bold print or dis tinguis hing ink color tha t the  ACRM cos ts  a re  the
re s ult of fe de ra l ma nda te s  by the  Unite d S ta te s  Environme nta l P rote ction Age ncy.

24

25

The  ACRM s che dule s  provide  for the  ca lcula tion of a  s urcha rge  ba s e d on fina ncia l
re cords  a nd a n Ea rnings  Te s t S che dule  tha t limit the  ACRM s urcha rge  re ve nue  to
a n  a mount tha t would  no t re s u lt in  a  ra te  o f re tu rn  e xce e d ing  tha t a u thorize d  in
De cis ion No. 66849.26

27

28 1 A Procedural Order, dated December 29, 2006, subsequently revised this condition to reflect a filing date no later
than September 30, 2008 and a test year ending December 3 I , 2007.

70191

2.

3.

4.

De cis ion No.
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1

2

3

On Nove mbe r 20, 20G7,3R6860 file d its  re port on its  a udit of AWC's  S a n Ma nue l Wa te r

S ys te m S te p-One  ACRM surcha rge  re que s t. RUCO re comme nds  a doption of the  Compa ny's

applica tion a s  filed.

4 S ta ff Ana lys is

ACRM Filin g  Re q u ire me n ts5

6

7

Decis ion No. 66400 require s  AWC to file  ten schedule s  a s  follows: ba lance  shee t, income

sta tement, ea rnings  tes t, ra te  review, a rsenic revenue  requirement, surcharge  ca lcula tion, adjusted

8 ra te  ba se  s che dule , cons truction work in progre s s  le dge r, thre e -fa ctor a lloca tion a nd typica l bill

9 ana lys is .

10 AWC filed the  following schedules  for the  San Manue l Wate r Sys tem:

1.11 Balance Sheet -- a  ba lance  shee t for its  San Manuel Water System which is  the  most
current ba lance  shee t a t the  time of the  filing - June  30, 2007.

12

13
Income  S ta te me nt - a  mos t curre nt income  s ta te me nt for its  S a n Ma nue l Wa te r
System - period ending June 30, 2007.

14
Ea rnings  Te s t S che dule - a n  "Ea rnings  Te s t" s che dule  for the  twe lve  months
ending June , 2007 for its  San Manuel Water System.15

16 Rate  Review Schedule -- a  San Manuel Water System schedule  including the  effects
of the proposed increase.

17

18
Arsenic Revenue  Requirement Ca lcula tion -
revenue  requirement ca lcula tion for s tep one .

a  San Manue l Wate r Sys tem a rsenic

19

20
S urcha rge  Ca lcula tion .- s e pa ra te , de ta ile d s urcha rge  ca lcula tions  for both the
Minimum Charge  and Commodity Charge  for the  San Manue l Wate r System.

21 Adjusted Rate  Base  Schedule - a  San Manue l Wate r Sys tem schedule  showing the
effects  of the  a rsenic plant investment.

22

23 Cons truction Work In P rogre s s  ("CWIP ") Le dge r - a  le dge r s howing the  a rs e nic
construction work in progress  accounts  for the  San Manuel Water System.

24

25
Three  factor a lloca tion schedule .- a  schedule  showing the  factors  a ttributable  to a ll
the  dis tricts  within the  Ea s te r Group.

26
10.

27

Typica l Bill Ana lys is  - ACRM S te p l - A sepa ra te  typica l bill ana lys is  showing the
effects  on residentia l customers a t the  average  residentia l usage  for the  San Manuel
Water System.

28
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1

2

3

4

S ta ff pe rforme d a n e xa mina tion of AWC's  S a n Ma nue l Wa te r S ys te m S te p-One  ACRM

s urcha rge  filing  for the  S a n  Ma nue l Wa te r S ys te m a nd  conclude s  tha t it conforms  to  the

requirements  specified in Decis ion Nos. 66400 and 66849.

The  ACRM s che dule s , a s  file d , provide  for the  ca lcula tion of a  s urcha rge  ba s e d on

fina ncia l re cords  a nd a n Ea rnings  Te s t S che dule  tha t limit the  ACRM s urcha rge  re ve nue  to a n

6 a mount tha t would not re s ult in a  ra te  of re turn on the  S a n Ma nue l Wa te r S ys te m tha t would

5

7

8

exceed tha t authorized in Decis ion No. 66849.

Examination of Company Schedules and Utility Plant in Service

12

9 Sta ffs  examina tion of the  Company's  pos ting of amounts  to the  CWIP ledge r showed tha t

10 the  pos tings  accura te ly re flect the  Company's  records , reconcile  to the  invoices  submitted and a re

l l ma thema tica lly correct.

S ta ff performed a  fie ld inspection and verified tha t the  San Manuel Water System's  a rsenic

13 tre a tme nt fa cilitie s  re la te d to the  S te p l ACRM s urcha rge  re que s t a re  in s e rvice  a nd providing

14 water that meets the new arsenic standard.

15

16

l7

18

19

Recommendations

20

Staff recommends approval of the  ACRM surcharges presented on Schedule  DRR-1 .

S ta ff further recommends tha t the  Company file  with the  Commission an a rsenic removal

surcharge  ta riff consis tent with ACRM Schedule  DRR-1 .

S ta ff further recommends tha t Arizona  Water San Manuel Water System notify its

customers of the  a rsenic cost recovery surcharge  ta riff approved here in within 30 days of the

21 effective  da te  of this  Decis ion.

S ta ff further recommends tha t in the  event tha t the  Applicant fa ils  to tile  a  pennanent ra te

23 application for its  Eastern Group by September 30, 2008, based on a  2007 test year, the  Arsenic

24 Cost Recovery Mechanism surcharge  then in place  sha ll be  automatica lly discontinued.

22

25 Commis s ion Dis cus s ion

26

27

28

Ba se d on discuss ions  a t the  Fe brua ry 12, 2008 Ope n Me e ting, we  will modify S ta ffs  firs t

thre e  re comme nda tions  by re quiring Arizona  Wa te r Compa ny to imple me nt its  ACRM in two

pha se s . Pha se  One  would imple me nt a  monthly minimum ACRM cha rge  of $4.51 for 5/8" x 3/4"

De cis ion No. 7 0 1 9 1
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1

2

me te rs  (la rge r me te r s ize s  ha ve  la rge r incre a s e s  a s  s hown on the  a tta che d P ha s e d in ACRM

Schedule  DRR-1) on March 1, 2008.

P ha s e  Two would be gin on Octobe r 1, 2008, with a  combina tion of cha rge s . The  ba s ic

4 P ha s e  Two ACRM would a dd a  cha rge  of $0.5026 pe r 1,000 ga llons  to the  e xis ting $6.7040

3

5 commodity ra te  for a  commodity ra te  of $2.2066. To collect, ove r seven months , the  los t revenue

6 a nd inte re s t (inte re s t of 8.7 pe rce nt, the  a pprove d ra te  of re turn from the  la s t ra te  ca se ) due  to

7 phas ing, Phase  Two would add an additiona l amount of $0.5109 ($0.5026 + inte re s t of $0.0083)

8 pe r 1,000 ga llons . The re fore , the  tota l incre a se  in the  commodity ra te  for P ha se  Two would be

9 $l.0l35 pe r 1,000 ga llons  for a  tota l new commodity ra te  of $2.7175 pe r 1,000 ga llons .

10 On May l, 2009, the  commodity ra te  would be  reduced by $0.5109 pe r 1,000 ga llons  for a

l l ne w commodity ra te  of $22066 pe r 1,000 ga llons , s ince  a ll the  los t re ve nue  a nd inte re s t would

12 have been collected a t tha t point.

* * * *1 3

1 4

* * * * * * * *

1 5

Having considered the  entire  record here in and be ing fully advised in the  premises , the

"commission finds, concludes, and orders that:

16 FINDINGS  OF FACT

17 Pursua nt to De cis ion Nos . 66400 a nd 66849, the  Compa ny se e ks  a n a rse nic cos t

18 re mova l me cha nis m s urcha rge  ta riff in this  proce e ding a uthorizing a  monthly s urcha rge  pe r

19 cus tome r to a id the  Compa ny in it e fforts  to comply with the  Environme nta l P rote ction Age ncy's

20 ("EP A") ne w a rse nic ma ximum conta mina nt le ve l of 10 pa rts  pe r billion ("ppb") which we nt into

21 effect on January 23, 2006.

2. P urs ua nt to De cis ion Nos . 66400 a nd 66849, Arizona  Wa te r Compa ny tile d the

23 required schedules  prior to the  implementa tion of the  ACRM.

24 CONCLUS IONS  OF LAW

22

25 The  Compa ny is  a  public wa te r s e rvice  corpora tion within the  me a ning of Article

26

The  Commiss ion has  jurisdiction over the  Company and of the  subj e t ma tte r of the27

28

2.

applica tion.

1 .

1 .

De cis ion No.
7 0 1 9 1
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3. Ap p ro va l o f a n  a rs e n ic  c o s t re c o ve ry m e c h a n is m  is  c o n s is te n t with  th e

2 Commis s ion 's  a u thority unde r the  Arizona  Cons titu tion , Arizona  ra te ma king s ta tu te s , a nd

1

3

4

applicable  case  law.

4. It is  in the  public inte re s t to a pprove  the  Compa ny's  re que s t for imple me nta tion of

5

6

the  ACRM in phases .

ORDER

IT IS  THEREFORE ORDERED tha t the  a pplica tion by Arizona  Wa te r Compa ny's  S a n

Ma nue l Wa te r S ys te m for the  imple me nta tion of the  Ars e nic Cos t Re cove ry Me cha nis m is

9 approved as discussed herein.

10 IT IS  FURTHER ORDERED tha t the  a pplica tion  by Arizona  Wa te r Compa ny's  S a n

11 Manuel Water System for approva l of an a rsenic cost recovery mechanism surcharge  ta riff sha ll be

12 in accordance  with the  a ttached Phased in ACRM Schedule  DRR-1 .

13 IT IS  FURTHER ORDERED tha t Arizona  Wa te r Compa ny's  S a n Ma nue l Wa te r S ys te m

14 sha ll notify its  cus tome rs , in a  form a cce pta ble  to S ta ff; of the  a rs e nic cos t re cove ry surcha rge

15 ta riff approved he re in a s  follows:

16 a .

7

8

for the  Ma rch l, 2008 incre a se  in the  monthly minimum, notice  sha ll be  provide d a s
soon as possible , but no la ter than March 30, 2008 ,

17

18

19

20

for the  Octobe r 1, 2008 incre a s e  in the  commodity ra te , notice  s ha ll be  provide d
between September 1, 2008 and September 30, 2008,

for the  May 1, 2009 decrease  in the  commodity ra te , notice  sha ll be  provided be tween
April 1, 2009 a nd April 30, 2009.

21

22

23

IT IS  FURTHER ORDERED tha t Arizona  Wa te r Compa ny s ha ll s ubmit,  to  Docke t

Control, new ta riff pages  cove ring the  ACRM for its  San Manue l Sys tem as  follows:

24 a . for the  Ma rch 1, 2008 incre a se  in the  monthly minimum, the  ACRM ta riff pa ge  sha ll be
filed as  soon as  possible , but no la ter than March 14, 2008,

25

26
b. for the  Octobe r 1, 2008 incre a se  in the  commodity ra te , the  ACRM ta riff pa ge  sha ll be

filed between September 1, 2008 and September 15, 2008,

27

28
c. for the  Ma y 1, 2009 de cre a s e  in the  commodity ra te , the  ACRM ta riff pa ge  s ha ll be

filed be tween April 1, 2009 and April 15, 2009.

b.

c.

De cis ion No. 7 0 1 9 1
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1 IT IS  FURTHER GRDERED tha t AriZONa  Wa fe TC6mpa ny s ha ll file  a  pe rma ne nt ra te

2 applica tion for its  Easte r Group by no la te r tha t September 30, 2008, based on a  2007 tes t year as

BY THE  O RDE R O F  THE  ARIZO NA CO RP O RATIO N CO MMIS S IO N

COMMIS S IONER COMMIS S IONER

IN W ITNE S S  W HE RE O F,  I DE AN s .  MILLE R,  In te rim
Exe cutive  Dire ctor of the  Arizona  Corpora tion Commiss ion,
ha ve  he re unto, s e t my ha nd a nd ca us e d the  officia l s e a l of

lO*" day of "'}"YL/<,1/4 x
this  Commis s ion to be  a ffixe d a t the  Ca pitol in the  City of
Phoenix, this , 2008.

D E AN  . 1LLE1i r
Inte rim Exe cutive  Dire ctor

DIS S ENT:

3 pe r Decis ion No. 66849.

4 IT IS  FURTHER ORDERED tha t in the  e ve nt tha t Arizona  Wa te r fa ils  to file  a  ne w ra te

5 case  applica tion by September 30, 2008, the  Arsenic Cost Recovery Mechanism surcharge  then in

6 place  sha ll be  automatica lly discontinued.

7 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

8

9

1 0

l l

1 2

6 -

1 R
15

16

1 7

lb

1 9

20

2 1

22

23

24 DIS S ENT:

25

26

27

28

EGJ:DRR:1hm\CH

De cis ion No. 7 0 1 9 1
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1 S ERVICE LIS T FOR: Arizona  Wa te r Compa ny
DOCKET NO. W-01445A-02-0619

2

3

4

5

Mr. Robe rt W. Geake
Vice  President and Genera l Counsel
Arizona  Wate r Company
Pos t Office  Box 29006
Phoenix, Arizona  85038-9006

Mr. Chris tophe r C. Ke e le y
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

6

7

8

9

Mr. Norman D. James
Mr. J a y L. S ha piro
Fennemore  Cra ig
3003 North Centra l Avenue , Suite  2600
Phoenix, Arizona  85012

10

11

Ms. Kay Bigelow
Casa Grande City Attorney's Office
510 East Florence Boulevard
Casa Grande, Arizona 8522212

13

14

15

Mr. S cott S . Wa ke fie ld
Chie f Counse l
Re s ide ntia l Utility Consume r Office
ll10 West Washington S tree t, Suite  220
Phoenix, Arizona  85012

16

17
Mr. Robe rt S kiba
Pos t Office  Box 1057
Oracle , Arizona  85623

18

19

20

21

Mr. Thoma s  H. Ca mpbe ll
Mr. Micha e l T. He lle r
Le wis  & Roca , LLP
40 North Centra l Avenue
Phoenix, Arizona  85004

22

23

24

Mr. Philip A. Edmund
Vice  Pres ident
S upe rs tition Mounta in, LLC
8777 North Gained Cente r Drive , Suite  205
Scottsda le , Arizona  85258

25

26

27

28

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

De cis ion No. 7 0 1 9 1
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